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Independent Auditor's Report
on the Financial Statements

OFFICE OF GROUP BENEFITS
DIVISION OF ADMINISTRATION
STATE OF LOUISIANA
Baton Rouge, Louisiana

We have audited the accompanying special purpose (legal basis) financial statements of the
Office of Group Benefits, an office within Louisiana state government, as of and for the year
ended June 30, 2002, as listed in the table of contents.  These financial statements are the
responsibility of management of the Office of Group Benefits.  Our responsibility is to express
an opinion on these special purpose financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.  Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.  An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements.  An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.  We believe
that our audit provides a reasonable basis for our opinion.

As described in note 1-B to the financial statements, the accompanying special purpose
financial statements present only the funds of the Office of Group Benefits.  As such, they
present the appropriated and non-appropriated activity of the office that are part of the accounts
and fund structure of the State of Louisiana.  The Ancillary Appropriation Fund reflects
appropriated activity of the office that is part of the General Fund of the State of Louisiana.  The
non-appropriated fund is an individual fund of the State of Louisiana not subject to budgetary
control.  Furthermore, the special purpose financial statements have been prepared on a legal
basis of accounting, the purpose of which is to reflect compliance with the annual appropriation
act for the appropriated fund and the financial position of the non-appropriated fund.  These
procedures differ from accounting principles generally accepted in the United States of America
as described in the notes to the financial statements.  Accordingly, the accompanying special
purpose financial statements are not intended to and do not present financial position and
results of operations in conformity with accounting principles generally accepted in the United
States of America.
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In our opinion, the accompanying special purpose financial statements present fairly, in all
material respects, the balances within the appropriated and non-appropriated funds of the Office
of Group Benefits at June 30, 2002, and the transactions of such funds for the year then ended,
on the basis of accounting described in note 1-D.

In accordance with Government Auditing Standards, we have also issued a report dated
December 16, 2002, on our consideration of the Office of Group Benefits’ internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
and contracts.  That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

Our audit was made for the purpose of forming an opinion on the accompanying special
purpose financial statements of the Office of Group Benefits taken as a whole.  The
accompanying supplemental information schedule is presented for the purpose of additional
analysis and has been subjected to the auditing procedures applied in the audit of the special
purpose financial statements and, in our opinion, is fairly stated in all material respects in
relation to the special purpose financial statements taken as a whole.

This report is intended solely for the information and use of the office and its management and
is not intended to be, and should not be, used by anyone other than these specified parties.
Under Louisiana Revised Statute 24:513, this report is distributed by the Legislative Auditor as a
public document.

Respectfully submitted,

Daniel G. Kyle, CPA, CFE
Legislative Auditor

BDC:MVG:AJR:dl

[OGB02]



Statement A

OFFICE OF GROUP BENEFITS
DIVISION OF ADMINISTRATION
STATE OF LOUISIANA
ALL APPROPRIATED AND NON-APPROPRIATED FUNDS

Balance Sheet (Legal Basis), June 30, 2002

NON-APPROPRIATED -
APPROPRIATED  AGENCY FUND - TOTAL

 FUND - ANCILLARY DEPENDENT (MEMORANDUM
APPROPRIATION  DAY CARE ONLY)

ASSETS
Cash (note 2) $8,432,023 $58,195 $8,490,218
Receivables - fees and self-generated
  revenues 2,718,303 2,718,303
Other receivables 401 401

          TOTAL ASSETS $11,150,326 $58,596 $11,208,922

LIABILITIES AND FUND EQUITY
Liabilities:
  Payables (note 7) $22,896,813 $22,896,813
  Amounts held in custody for others $15,097 15,097
  Other liabilities 43,499 43,499
  Advance due to state treasury (note 13) 50,000 50,000
  Deferred revenues 39,488 39,488
  Estimated liabilities (note 8) 72,463,000 72,463,000
     Total Liabilities 95,449,301 58,596 95,507,897
Fund Equity - fund balance
  (deficit) (note 14) (84,298,975) NONE (84,298,975)

          TOTAL LIABILITIES
            AND FUND EQUITY $11,150,326 $58,596 $11,208,922

The accompanying notes are an integral part of this statement.
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Statement B

OFFICE OF GROUP BENEFITS
DIVISION OF ADMINISTRATION
STATE OF LOUISIANA
ANCILLARY APPROPRIATION FUND

Statement of Revenues, Expenditures, and
  Changes in Fund Balance (Legal Basis)
For the Year Ended June 30, 2002

REVENUES
Appropriated by legislature:
  State General Fund by fees and self-generated revenues $719,165,245

EXPENDITURES
Appropriated for health and life insurance for 
  active and retired public employees 715,672,312

EXCESS OF REVENUES OVER EXPENDITURES 3,492,933

FUND BALANCE (Deficit) AT BEGINNING OF YEAR (87,791,908)

FUND BALANCE (Deficit) AT END OF YEAR ($84,298,975)

The accompanying notes are an integral part of this statement.
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Statement C

OFFICE OF GROUP BENEFITS
DIVISION OF ADMINISTRATION
STATE OF LOUISIANA
ANCILLARY APPROPRIATION FUND

Statement of Revenues, Expenditures, and
  Unexpended Appropriation - Budget
  Comparison of Current-Year Appropriation -
  Budget (Legal Basis) and Actual
For the Year Ended June 30, 2002

VARIANCE
FAVORABLE

BUDGET ACTUAL (UNFAVORABLE)
REVENUES
Appropriated by legislature:
  State General Fund by fees and 
    self-generated revenues $727,253,718 $711,548,488 ($15,705,230)

EXPENDITURES
Appropriated for health and life insurance for 
  active and retired public employees 727,253,718 719,441,808 7,811,910

UNEXPENDED APPROPRIATION - 
  CURRENT YEAR NONE ($7,893,320) ($7,893,320)

The accompanying notes are an integral part of this statement.
6



7

OFFICE OF GROUP BENEFITS
DIVISION OF ADMINISTRATION

STATE OF LOUISIANA

Notes to the Financial Statements
As of and for the Year Ended June 30, 2002

INTRODUCTION

The Board of Trustees of the State Employees Group Benefits was created within the Office of
the Governor, Division of Administration, effective July 1, 1998, as provided by Louisiana
Revised Statutes (R.S.) 42:871-879.  Act 1178 of the 2001 Regular Session of the Louisiana
Legislature changed the name of the State Employees Group Benefits Program to the Office of
Group Benefits and removed the authority of the Board of Trustees to make policy decisions.

The office was formed to administer a program of group health and life insurance for active and
retired state employees, active and retired school board employees, and certain political
subdivisions' employees, as authorized by state statute.  The office also administers the
cafeteria plan and flexible-spending plan for plan members.  The office's operations are divided
into executive, administrative services, field service, claim service, claims processing, fiscal,
data processing, and quality assurance.  Approximately 124,190 plan members are enrolled in
the program for fiscal year 2001-2002, of which 27,039 are enrolled through HMO contracts.
The office has 355 authorized full-time staff positions.  Funds are reestablished annually by
provisions of the Ancillary Appropriations Act.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. BASIS OF PRESENTATION

The Governmental Accounting Standards Board (GASB) promulgates accounting
principles generally accepted in the United States of America and reporting standards for
state and local governments.  These principles are found in the Codification of
Governmental Accounting and Financial Reporting Standards, published by the GASB.
However, the accompanying special purpose financial statements have been prepared
on a legal basis prescribed by the Division of Administration, Office of Statewide
Reporting and Accounting Policy (OSRAP), which differs from accounting principles
generally accepted in the United States of America as explained in the following notes.

The office is budgeted as an ancillary appropriation and has been previously reported as
an internal service (proprietary) fund.  Since June 30, 1987, the office's operations have
resulted in a fund deficit.  In view of the deficit, the Division of Administration, OSRAP,
decided that the office was no longer operating as an internal service fund as defined by
accounting principles generally accepted in the United States of America and should be
reported on the basis of accounting described in note 1-D.
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B. REPORTING ENTITY

The State of Louisiana has been determined to be the reporting entity under accounting
principles generally accepted in the United States of America.  The accompanying
financial statements present activity of an office of state government and, therefore, are
part of the funds of the State of Louisiana and its basic financial statements.  Annually,
the State of Louisiana issues basic financial statements that are audited by the
Louisiana Legislative Auditor.

C. FUND ACCOUNTING

The Office of Group Benefits uses fund accounting, along appropriation lines, to reflect
its compliance with provisions of the annual appropriation act and to reflect the financial
position of its non-appropriated funds.  This differs from the fund accounting of
accounting principles generally accepted in the United States of America where the
intent is to measure the financial position and results of operations of the governmental
reporting entity as a whole.  Therefore, the funds within the accompanying financial
statements have been divided between appropriated and non-appropriated funds and
not by the conventional fund types.

The funds do not include any noncurrent assets or liabilities.  Noncurrent assets, capital
assets, and long-term liabilities are reflected in the State of Louisiana's basic financial
statements.

The funds presented in the special purpose financial statements are described as
follows:

APPROPRIATED FUNDS

Ancillary Appropriation Fund

The Office of Group Benefits administers a self-insured group health insurance
program and group life insurance program for state employees, for other
specified public employees, and for individuals who qualify for continued group
health coverage under the Consolidated Omnibus Reconciliation Act (COBRA) of
1985.  The group life insurance program is underwritten by Prudential Insurance
Company of America.  This fund accounts for the office’s appropriated revenues,
operating expenditures, and minor capital acquisitions.
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NON-APPROPRIATED FUND

Agency Fund - Dependent Day Care

The Dependent Day Care agency fund accounts for transactions of a qualified
dependent care assistance program pursuant to Internal Revenue Code, Title 26,
Subtitle A, Chapter 1, Subchapter B, Part III, Section 129.  Plan members make
deposits into the fund through payroll deductions and make withdrawals when
qualifying dependent day care expenditures have been incurred.  This fund is
custodial in nature (assets equal liabilities) and does not involve measurement of
results of operations.

D. BASIS OF ACCOUNTING

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus.  The funds in the accompanying financial statements measure the
resources provided by the legislature to fund current-year expenditures and the use of
those resources by the office.

Basis of accounting refers to when revenues and expenditures are recognized and
reported in the financial statements, regardless of the measurement focus applied.  The
accompanying financial statements reflect revenues and expenditures in accordance
with applicable statutory provisions and regulations of the Division of Administration,
Office of Statewide Reporting and Accounting Policy.

Under the foregoing legal provisions, the office uses the following practices in
recognizing revenues and expenditures:

Revenues

State General Fund appropriations are recognized in the amounts appropriated
to the extent withdrawn from the state treasury.  Fees and self-generated
revenues are recognized when earned, to the extent that they will be collected
within 45 days of the close of the fiscal year.

Expenditures

Expenditures are generally recognized under the modified accrual basis of
accounting when the related fund liability is incurred, except that obligations of
employees' vested annual and sick leave are recognized as expenditures when
paid.  Furthermore, any expenditures of a long-term nature for which funds have
not been appropriated during the current year are not recognized in the
accompanying financial statements.
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E. BUDGET PRACTICES

The ancillary appropriation, made for the operations of the office, is an annual lapsing
appropriation consisting of self-generated funds.  Revenues and expenditures for budget
purposes are recognized on the basis of accounting as described in note 1-D, except
that revenues reflected on Statement C include carryover monies and receipts that have
been recorded as deferred revenue when collected.  In addition, salaries and related
benefits and health claims are recognized when paid on Statement C.  The revenues
and expenditures shown on Statement B are reconciled with the respective amounts
shown on Statement C as follows:

Statement B revenues $719,165,245
Add - deferred revenues 39,488           
Less:
  Prior-year deferred revenues (727,865)        
  Escrow fund transfer (829)               
  Prior-year deficit cash carryover (6,927,551)     

Statement C revenues $711,548,488

Statement B expenditures $715,672,312
Add - estimated liabilities (net) 3,792,000      
Less - payroll payable (net) (22,504)          

Statement C expenditures $719,441,808

The office is prohibited by statute from over expending the program levels established in
the budget.  Budget revisions are granted by the Joint Legislative Committee on the
Budget.  Interim emergency appropriations may be granted by the Interim Emergency
Board.  The budget information included in the financial statements includes the original
appropriation plus a subsequent amendment as follows:

Original approved budget $709,843,155
Increases for additional claim expenditures 17,410,563    

          Total $727,253,718

Statement C reflects that the office did not exceed its budget for fiscal year 2001-2002.
The annual appropriation provides that any unexpended balance in the office’s self-
generated funds may be retained as fund equity to fund future expenditures of the office.
The non-appropriated funds are not subject to budgetary control.
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F. CASH

Cash includes cash on hand, demand deposits, and cash in state treasury.  Under state
law, the office may deposit funds with a fiscal agent bank organized under the laws of
the State of Louisiana, the laws of any other state in the union, or the laws of the United
States.

G. LONG-TERM OBLIGATIONS

The office is by statute not allowed to incur bonded indebtedness and, therefore, no
recognition within the accompanying financial statements is necessary.  Furthermore,
any long-term obligations of the office arising from installment purchases, lease
commitments, judgments, compensated absences, loss adjusting expenses for health
claims, or from any other source are not recognized in the accompanying special
purpose financial statements.

H. COMPENSATED ABSENCES

Employees earn and accumulate annual and sick leave at various rates, depending on
their years of service, without limitation on the balance that can be accumulated.  Upon
separation of employment, employees or their heirs are compensated for up to 300
hours of unused annual leave at the employee’s hourly rate of pay but are not
compensated for unused sick leave.  Unused annual leave in excess of 300 hours plus
unused sick leave is used to compute retirement benefits.  The liability for unused
annual and sick leave is not recorded in the accompanying financial statements.

Certain employees of the office are eligible to earn compensatory time, as defined by the
Department of Civil Service and the Fair Labor Standards Act.  These employees can
earn and accumulate one hour or one and one-half hour for each hour of overtime
worked, depending on their position and rate of pay.  Generally, the employees are
allowed to carry up to 360 hours of accrued compensatory leave from one calendar year
to another; however, under federal regulations, certain employees are compensated for
unused compensatory leave six months after the end of the quarter in which the leave
was earned.  Accumulated compensatory leave is not accrued (reflected) in the
accompanying special purpose financial statements.

I. TOTAL COLUMN ON BALANCE SHEET

The total column on the balance sheet is captioned Memorandum Only to indicate that it
is presented only to facilitate financial analysis.  Data in this column does not present
financial position in conformity with accounting principles generally accepted in the
United States of America.  Neither is such data comparable to a consolidation.
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2. CASH

Cash is composed of the following:

Petty cash on hand $100
Demand deposits 49,900        
Cash on deposit with the state treasury 8,440,218   

          Total $8,490,218

These deposits are stated at cost, which approximates market.  Under state law, these deposits
(or resulting bank balances) must be secured by federal deposit insurance or the pledge of
securities owned by the fiscal agent bank.  The market value of the pledged securities plus the
federal deposit insurance must at all times equal the amount on deposit with the fiscal agent.
The office has deposit balances (collected bank balances) of $99,565 at June 30, 2002.  These
deposits are fully secured from risk by federal deposit insurance (GASB Risk Category 1).

Cash balances held and controlled by the state treasurer are secured from risk by the state
treasurer through separate custodial agreements, and the risk disclosures required by
accounting principles generally accepted in the United States of America are included within the
state's basic financial statements.  The following is a summary of cash in the state treasury:

Means of finance $10,770,066
Operating account (2,388,043)
Escrow account 58,195

          Total $8,440,218

3. PENSION PLAN

Substantially all employees of the office are members of the Louisiana State Employees
Retirement System, a cost sharing, multiple-employer defined benefit pension plan.  Required
disclosures for the plan for fiscal year 2002 are included in the Louisiana Comprehensive
Annual Financial Report prepared by the Louisiana Division of Administration, Post Office Box
94095, Baton Rouge, Louisiana 70804-9095.
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4. POSTEMPLOYMENT HEALTH CARE
AND LIFE INSURANCE BENEFITS

The office provides certain continuing health care and life insurance benefits for its retired
employees.  Substantially all of the office's employees become eligible for these benefits if they
reach normal retirement age while working for the office.  The benefits for retirees and similar
benefits for active employees are provided through the office and the Prudential Insurance
Company of America, the life insurance underwriter.  The monthly premiums are paid jointly by
the employee and the office.  The office's costs of providing retiree health care and life
insurance benefits are recognized as expenditures when the monthly premiums are paid.  For
the year ended June 30, 2002, the costs of retiree benefits totaled $151,505 for 43 retirees.

5. JUDGMENTS, CLAIMS, AND
SIMILAR CONTINGENCIES

The following pending suits have been reported to the Attorney General’s Office and are not
reflected in the accompanying financial statements:

1. The office is involved in 21 lawsuits at June 30, 2002.  The office has been
advised by legal counsel that, while it is impossible to ascertain the ultimate legal
and financial responsibility with respect to such litigation as of June 30, 2002, it is
the staff's opinion that the ultimate aggregate liability will be $129,541.  In
addition, it is reasonably possible that an additional $139,196 liability could be
imposed.  These amounts are not reflected in the accompanying special purpose
financial statements, but the settlement amount would be paid by the office if
judgment were rendered in favor of the plaintiff.

2. In addition to the 21 lawsuits disclosed above, the office filed a declaratory
judgment action on May 5, 2000, in the Nineteenth Judicial District Court for the
Parish of East Baton Rouge against the Vernon Parish School Board and the
St. Landry Parish School Board.  The action resulted from the office's decision to
risk rate the school boards' premiums in accordance with R.S. 42:851(A)(5)(b)(iii).
The school boards contend that their premiums should not be risk rated and have
filed reconventional demands asking the court to declare that their premiums
should not have been risk rated and demanding reimbursement of the additional
premiums paid.  It is the staff's opinion that the ultimate aggregate liability will be
$4,103,382, plus interest and costs.

Claims and litigation costs of $37,370 were incurred in the current year and are reflected in the
accompanying financial statements.

Obligations and losses arising from judgments, claims, and similar contingencies not relating to
health and life claims are paid through the state's self-insurance fund or by General Fund
appropriation and are not reflected in the accompanying special purpose financial statements.
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The self-insurance fund is operated by the Office of Risk Management, the state agency
responsible for the state's self-insurance program.

6. COMPENSATED ABSENCES

The liability for unused annual leave payable at June 30, 2002, computed in accordance with
the Codification of Governmental Accounting and Financial Reporting Standards Section
C60.104, is estimated to be $1,329,409.  The leave payable is not accrued (reflected) in the
accompanying special purpose financial statements.

The liability for accrued compensatory leave at June 30, 2002, computed in accordance with the
Codification of Governmental Accounting and Financial Reporting Standards Section C60.104,
is estimated to be $62,789.  Accumulated compensatory leave is not accrued (reflected) in the
accompanying special purpose financial statements.

7. PAYABLES

Payables at June 30, 2002, consist of $22,598,200 for accounts payable and $298,613 for
accrued payroll payable.  Accounts payable includes a $4,455,000 final invoice from the former
prescription benefits manager, Merck-Medco.  This invoice still has not been paid because of a
dispute resulting from an audit performed on fiscal year 1998-1999 claims.

8. ESTIMATED LIABILITIES

The estimated liabilities for health claims reported but unpaid (RBU) and incurred but
unreported (IBU), as shown on Statement A in accordance with the instructions of the Division
of Administration, Office of Statewide Reporting and Accounting Policy, total $72,463,000 at
June 30, 2002.  The estimated liability for the RBU and IBU is based upon information submitted
by the actuarial firm of Milliman USA, Inc.

9. INTEREST EARNINGS

The Office of Group Benefits does not maintain investment accounts.  The State Treasurer's
Office invests the office's idle funds.  The amount of interest paid by the Treasurer's Office
during the fiscal year was $556,961.
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10. LEASE AND RENTAL COMMITMENTS

The office has several noncancelable operating leases for rental of office and warehouse space.
The remaining annual operating lease payments are presented as follows:

Fiscal year Office Space Other Total

2002-2003 $685,798 $84,274 $770,072
2003-2004 370,118 370,118
2004-2005 40,956 40,956
2005-2006 21,357 21,357

          Total $1,118,229 $84,274 $1,202,503

All lease agreements have non-appropriation exculpatory clauses that allow for lease
cancellation if the Louisiana Legislature does not make an appropriation for their continuation
during any future fiscal period.  Total operating lease expenditures for fiscal year 2001-2002
amounted to $900,983.  The Office of Group Benefits does not have any capital lease
agreements at June 30, 2002.

11. INSTALLMENT PURCHASES

In fiscal years 2000 and 2001, the office entered into various installment purchase agreements
with the Division of Administration under the Louisiana Equipment Acquisition Fund Program for
the purchase of equipment.  The following is a summary of installment transactions of the office
for the year ended June 30, 2002:

Balance at June 30, 2001 $833,626
Installment payments (409,584)

          Total $424,042
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The following is a summary of future minimum installment payments as of June 30, 2002:

Fiscal Year

2002-2003 $439,011
Less - amount representing interest (14,969)

          Total $424,042

12. DEFERRED COMPENSATION PLAN

Certain employees of the office participate in the Louisiana Public Employees Deferred
Compensation Plan adopted under the provisions of the Internal Revenue Code Section 457.
Complete disclosures relating to the Plan are included in the separately issued audit report for
the Plan, available from the Louisiana Legislative Auditor, Post Office Box 94397, Baton Rouge,
Louisiana 70804-9397.

13. ADVANCE DUE TO STATE TREASURY

The office received an advance from the state treasury for imprest fund operations totaling
$50,000, as authorized by the Commissioner of Administration in accordance with Title 39 of the
Louisiana Revised Statutes.  The fund is permanently established and periodically replenished
from office operating funds.

14. FUND BALANCE (DEFICIT)

As shown on Statement A, at June 30, 2002, the office has a fund balance deficit of
$84,298,975.  During the fiscal year ended June 30, 2002, the deficit decreased by $3,492,933.
The office is attempting to resolve the deficit by continuing to implement the preferred provider
option and the exclusive provider option.  In addition, a health premium rate increase and
benefit modifications will be in effect for the 2002-2003 fiscal year, as discussed in note 17.

15. UNRECORDED ESTIMATED LIABILITIES

The office has not recognized a potential liability of approximately $1,200,000 for Medicaid
claims.  This amount is based on claims submitted by the Health Management Systems,
Incorporated, on behalf of the Department of Health and Hospitals.  Medicaid is payor of last
resort, and these claims were previously paid by Medicaid for plan members of the office.  This
potential liability is not recorded in the special purpose financial statements.
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16. GASB 34 ACCRUALS

The following schedule presents the adjustments necessary to convert modified accrual basis
accounts receivable, as shown in Statement A, to full accrual basis accounts receivable as
required by the Office of Statewide Reporting and Accounting Policy.

Accounts
Receivable - Accounts

Modified Full Allowance for Receivable -
Accrual Accrual Doubtful Full Accrual
Basis Adjustment Accounts Basis

Appropriated Revenues -
  fees and self-generated $2,718,303 $2,106,589 ($372,699) $4,452,193

Appropriated Expenditures -
  pharmaceutical rebates 3,327,628 3,327,628

Non-Appropriated Revenues -
  agency funds 401 401

17. SUBSEQUENT EVENTS

A) The Office of Group Benefits implemented a new claims processing system on July 1,
2002, replacing the RIMS system that had been in place since 1994.

B) The Office of Group Benefits implemented a 17% aggregate rate increase on July 1,
2002, for its preferred provider organization (PPO) and exclusive provider organization
(EPO) health plans.

C) The Office of Group Benefits began billing and collecting funds from individual state
agencies under the Budget Deficit Reduction Act in October 2002.  Act 1182 of the 2001
Regular Session of the Louisiana Legislature reserved $62 million in excess state
revenues for the Office of Group Benefits, and Act 137 of the 2002 First Extraordinary
Session of the Louisiana Legislature increased this amount to $66,392,430.  The Office
of Planning and Budget allocated additional funds to state agencies in the fiscal year
2003 budget to pay the Office of Group Benefits.

D) The Office of Group Benefits discontinued the administration of the EPO health plan in
the Baton Rouge region on July 1, 2002.  Plan members in the Baton Rouge region have
the option of selecting EPO coverage administered by either Blue Cross of Louisiana or
R. A. Richard and Associates (FARA).
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E) AmCare Health Plans of Louisiana, Inc., a contracted HMO carrier for the
Houma/Thibodeaux, Lafayette, Alexandria, and Lake Charles regions, was placed into
receivership in September 2002.  Administration of the HMO plan for these regions has
been taken over by FARA.

F) The Office of Group Benefits contracted with Advanced PCS during fiscal year 2002 for
pharmaceutical services.  The contract provided that the Office of Group Benefits would
receive rebates from pharmaceutical manufacturers once those rebates had been
received by Advanced PCS.  At the end of fiscal year 2002, an estimated $3,327,628
was due to the Office of Group Benefits relating to these rebates, including $324,909
and $618,688 still due from the first and second quarters, respectively, of fiscal year
2002.

G) Act 1178 of the 2001 Regular Session of the Louisiana Legislature increased the state's
share of active employees' health insurance premiums from 58% to 65% effective July 1,
2002.

H) The Office of Group Benefits implemented a Medical Flexible Spending Account under
IRS regulations, administered by Fringe Benefits, effective July 1, 2002.  The account
allows a state employee to deposit pre-tax income into an escrow fund for
reimbursement of medical expenses incurred during the fiscal year.

I) Executive Order MJF 2002-24, as amended by MJF 2002-26, created the Office of
Group Benefits Study Commission on September 5, 2002, to study the current
operations of the Office of Group Benefits and recommend improvements.  The
commission was required to draft a comprehensive written report to the governor.
According to management, the report is tentatively scheduled to be issued
January 15, 2003.

J) The Office of Group Benefits entered into an agreement with Louisiana State University
(LSU) to allow LSU employees participating in the "Definity Plan" to be deemed
participants in the Office of Group Benefits health plans.  Participants shall be given
credit for "years of participation" in the Definity Plan for the purpose of calculating
retirement health insurance benefits under Revised Statute 42:851(A)(1)(d)(i) as if the
member were a participant in the PPO or EPO plans.  The agreement began on July 1,
2002, and LSU is fully responsible for the administration and obligations of this plan.
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DIVISION OF ADMINISTRATION

STATE OF LOUISIANA
SUPPLEMENTAL INFORMATION SCHEDULE

For the Year Ended June 30, 2002

SCHEDULE OF CHANGES IN ASSETS AND LIABILITIES -
NON-APPROPRIATED FUND

Changes in assets and liabilities for the Dependent Day Care Agency Fund for the year ended
June 30, 2002, are presented on Schedule 1.



Schedule 1

OFFICE OF GROUP BENEFITS
DIVISION OF ADMINISTRATION
STATE OF LOUISIANA
NON-APPROPRIATED FUND - AGENCY FUND

Schedule of Changes in Assets and Liabilities
For the Year Ended June 30, 2002

BALANCE BALANCE
JULY 1, 2001 ADDITIONS DEDUCTIONS JUNE 30, 2002

Dependent Day Care Fund
ASSETS
Cash $67,279 $339,558 ($348,642) $58,195
Receivables 585               401             (585)                401                  

          TOTAL ASSETS $67,864 $339,959 ($349,227) $58,596

LIABILITIES
Amounts held in custody 
  for others $25,546 $295,480 ($305,929) $15,097
Other liabilities 42,318          44,479        (43,298)           43,499             

          TOTAL LIABILITIES $67,864 $339,959 ($349,227) $58,596
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OTHER REPORT REQUIRED BY

GOVERNMENT AUDITING STANDARDS

The following pages contain a report on compliance with laws, regulations, and contracts and on
internal control over financial reporting as required by Government Auditing Standards, issued
by the Comptroller General of the United States.  This report is based solely on the audit of the
financial statements and includes, where appropriate, any reportable conditions and/or material
weaknesses in internal control or compliance matters that would be material to the presented
financial statements.
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Report on Compliance and on Internal Control Over Financial Reporting
Based Solely on an Audit of the Special Purpose Financial Statements

Performed in Accordance With Government Auditing Standards

OFFICE OF GROUP BENEFITS
DIVISION OF ADMINISTRATION
STATE OF LOUISIANA
Baton Rouge, Louisiana

We have audited the special purpose financial statements of the Office of Group Benefits, an
office within Louisiana state government, as of and for the year ended June 30, 2002, and have
issued our report thereon dated December 16, 2002.  We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the Office of Group Benefits’ special
purpose financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, and contracts, noncompliance with
which could have a direct and material effect on the determination of financial statement
amounts.  However, providing an opinion on compliance with those provisions was not an
objective of our audit, and, accordingly, we do not express such an opinion.  The results of our
tests disclosed the following instances of noncompliance that are required to be reported under
Government Auditing Standards.

Dual Employment of Chief Information Officer

For the second consecutive year, the Office of Group Benefits (OGB) appears to have
violated the dual employment law by hiring a Chief Information Officer (CIO) on a part-
time basis but paying him the equivalent of a full-time salary plus leave benefits.  This
individual also holds full-time employment as the Director of Information Technology (IT)
with the Department of Natural Resources.  OGB pays this individual $100 per hour to
serve as its CIO and the Department of Natural Resources pays him $41.96 per hour.
He performs essentially the same duties for both agencies but is paid individually by
each agency and is granted leave benefits by each agency.  Besides granting him leave
benefits, both agencies are contributing retirement benefits on his behalf.  In addition to
possible dual employment within state agencies, during his work hours the individual
serves as and performs the duties of the President of the Louisiana Council of
Information Services Directors, a nonprofit organization comprised of state IT
employees.
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Louisiana Revised Statute (R.S.) 42:63(E) states that no person holding a full-time
appointive office or full-time employment in the government of this state shall at the
same time hold another full-time appointive office or full-time employment in the
government of the state of Louisiana.  The Department of Civil Service approved the
part-time employment of the CIO at OGB based on the provisions of Attorney General
Opinion 99-5.  This opinion, dated May 13, 1999, provides that the law does not prohibit
an individual from holding full-time state employment and part-time state employment,
but emphasizes that the law prohibits a state employee from contracting with a state
executive branch agency.  However, the CIO's hourly part-time rate and leave benefits
indicate that he is being paid twice that which is paid for full-time employment while
performing the same job duties.  The hourly part-time rate is also commensurate with the
rate paid to a contractor for such services.  Under either scenario, this arrangement
appears to violate the intention and spirit of the law.

We understand OGB has undertaken a number of information technology upgrades.
During the last year, the office converted to a new claims adjudication software program
and made substantial improvement in the Internet service capabilities.  The office made
many information system changes and modifications to comply with new federally
mandated rules and requirements, such as the Health Insurance Portability and
Accountability Act.  In a letter to the Department of Civil Service dated August 10, 2001,
the OGB Chief Executive Officer justified the need for this CIO position by stating that
compliance with these new standards of business will require "retooling of the
organization with appropriate hardware and software in a timely manner, setting up
proper management training programs, providing the best services to plan members and
providers, and promoting the positive image of the organization."  However, OGB could
hire a full-time CIO at the salary currently being paid for part-time service and increase
the effectiveness of the CIO position in dealing with the challenges that face the office.

Management of OGB should reevaluate this arrangement and not indirectly do what
state law does not allow it to do directly.  OGB management maintains that the
employment arrangement of the CIO was approved by Civil Service and is cost-effective
and better served the interest of OGB.  For management’s complete response, see
Appendix A, pages 1-5.

Noncompliance With Administrative Procedures Act

OGB amended and implemented a policy without following the procedures required by
the Administrative Procedures Act.  R.S. 42:802 provides OGB’s chief executive officer
with certain powers to establish and administer benefit plans under the direction of the
commissioner of administration for life, health, and other benefit programs offered
through the office.  Specifically, R.S. 42:802(A)(2) provides that OGB shall administer
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and implement all programs provided or authorized for it by law which relate to
rulemaking and shall be subject to the provisions of the Administrative Procedures Act.

The 2001-2002 Preferred Provider Organization (PPO) Plan Document, Article I
(Eligibility), Section (B)(2)(b) allows a retiree from one participant employer to be
covered (1) as an active employee of another participant employer or (2) as a retiree of
the participant employer from which he is retired.  The new policy, which amends the
PPO Plan Document, allows option 2 only.  In other words, once retired, a retiree must
remain “retired” from the agency from which he/she retired and may never return to
active status, even though he/she is reemployed by another agency.

The effect of the change in policy could be significant to the employee’s source of
funding.  The average employer share of the premium at July 1, 2002, for a retired
employee and spouse, with no Medicare coverage, is $610 more than the employer
share of the premium for an active employee and spouse.  The average employer share
of the premium at July 1, 2002, for a retired employee and spouse, with Medicare
coverage for one, is $214 more than the employer share of the premium for an active
employee and spouse.  Under option 2 if a retiree premium is paid with state General
Fund monies, then when a retired employee returns to work in a program financed with
federal funds, the state General Fund continues to absorb the premium cost.  If the
employee were considered active, with the premiums paid by the current employer, the
federal program would reimburse the state for the most of the employer’s share of
premiums.  In addition, the federal government may express future concern with the
state charging federal programs for higher retiree premiums assessed to active
employees.

Management amended the plan document internally because the chief executive officer
determined that he has the authority to interpret OGB rules and resolve any
inconsistencies therein.  However, R.S. 42:802(A)(2) seems to be clear about the
applicability of the Administrative Procedures Act.  Unauthorized and unpublished
changes to rules and regulations impacted the public’s right to due process, created
additional costs to state agencies for retirees, and caused some active employees who
were previously retired from state service to lose benefits.

OGB should follow Louisiana law and the Administrative Procedures Act when amending
rules and regulations.  Management did not concur with the finding and recommen-
dation.  For management’s complete response, see Appendix A, pages 6-8.
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Additional Comments: Management responded that they “agree that OGB is subject to
the Administrative Procedure Act, however, the action in question is an interpretation of
an existing rule and does not result in an amendment of that rule.”  Management also
indicated that with the implementation of Act 455 of 2001, “a consistent interpretation
and application of the retiree participation rule was necessary in order to resolve
numerous technical and administrative problems and assure that benefit deductions are
properly accounted for.”

While management feels it is merely interpreting the current retiree participation rule,
OGB has eliminated the option described in the PPO Plan Document that allows a
retiree from one participant employer to be covered as an active employee of another
participant employer.  Eliminating the option with only internal correspondence from the
chief executive officer constitutes an unauthorized and unpublished change to the PPO
Plan Document.  The change should have been made following the procedures required
by the Administrative Procedures Act.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Office of Group Benefits’ internal
control over financial reporting to determine our auditing procedures for the purpose of
expressing our opinion on the special purpose financial statements and not to provide
assurance on the internal control over financial reporting.  Our consideration of the internal
control over financial reporting would not necessarily disclose all matters in the internal control
over financial reporting that might be material weaknesses.  A material weakness is a condition
in which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements in amounts that would be material in
relation to the special purpose financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions.  We noted no matters involving the internal control over financial reporting and its
operations that we consider to be material weaknesses.
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This report is intended solely for the information and use of the Office of Group Benefits and its
management and is not intended to be, and should not be, used by anyone other than these
specified parties.  Under Louisiana Revised Statute 24:513, this report is distributed by the
Legislative Auditor as a public document.

Respectfully submitted,

Daniel G. Kyle, CPA, CFE
Legislative Auditor

BDC:MVG:AJR:dl
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Management’s Corrective Action
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